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M INNESOTA STA TE

BOARD OF ACCOUNTANCY
Examination of May, 1931

MINNESOTA STATE BOARD OF ACCOUNTANCY
EXAMINATION QUESTIONS

Theory of Accounts
THURSDAY MORNING, MAY 14, 1931
(Ten of the twelve Questions)
Question 1.
What is the purpose of the balance sheet segregation of current
assets? Under what conditions might it be practicable or necessary
to eliminate the caption?
Question 2.
What is your understanding of the term "accrued liabilities"?
Name four accounts that may be so classified and describe clearly the
procedure to be followed in making sure that at any given date these
accounts have been accurately computed.
Question 3.
The Brobdingnagian Oil Company is a distributor of gasoline
and fuel oils, and due to the large fleets of trucks necessary for the
operation of its business, the company carries its own truck insurance
(fire and theft, public liability, etc.). Monthly estimates are debited
to insurance expense and credited to Reserve for Insurance. Losses
are charged direct from cash disbursements to the reserve. You are
asked to give your opinion as to the position of the reserve on the bal
ance sheet. Is it a liability, a part of net worth, or neither?
Question 4.
You are preparing a balance sheet for certification. It is often
said that unless a balance sheet meets certain minimum specifications,
it should never be certified to without adequate qualification. What, in
your opinion, are the three most important minimum specifications?
Give reasons.
Question 5.
On a certain balance sheet appear two items captioned, respectively,
"Salesmen's Commissions Earned" and "Deferred Commissions—Sales
men." The first is listed among current liabilities and the second is
subtracted along with a reserve for bad debts from accounts receivable.
What is the probable distinction between these two items? Are they
properly classified on the balance sheet?
(1)
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Question 6.
Outline that portion of the system of books of original entry and
of final entry dealing with commissions for a manufacturer of water
heaters who desires to know the amount of his deferred and earned
commission owing to each salesman. Commission is to be credited to
the salesman at the date of sale and will be considered) earned when
payment for heaters is received from debtors. Advances of 50% made
against deferred commission on sales are charged to the earned com
mission account.
Question 7.
(a) Describe six sources of surplus and classify them as between
earned and the various forms of capital surplus. From a financial
standpoint (as opposed to the legal) which are available for cash
dividends?
(b) What recognition should be given on the face of a balance
sheet to dividends in arrears on 7% cumulative preferred stock?
Question 8.
Into what groups are assets and liabilities divided on a balance
sheet? Why?
Question, 9.
Draw up a form that might serve as a job cost record for a manu
facturing plant with which you are familiar. Explain in detail the
nature and source of the information that should be recorded thereon.
Question 10.
Should prepaid expenses, such as prepaid rent, prepaid interest,
unexpired insurance premiums, and deferred advertising campaign
costs, be classified as current assets? Give your reasons in detail.
Question 11.
In the review of net profits over a series of years preparatory to
the issuance of a bond circular on which earnings are to be displayed
and preparatory to the presentation of the same figures to a group of
promoters interested in merging the company with several competitors,
what attention should be given to the following items:
(1) Inventories.
(2) Capital and revenue expenditures.
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(3) Depreciation, where an appraisal has been made showing the
appraisal value at the opening date of the period under
examination, with the appraisal value of additions and de
ductions during each of the years under review. The ap
praisal values are to be used in the published balance sheet.
(4) Surplus.
(5) Administrative expenses.
Question 12.
What distinctions do you make between the following accounting
terms:
(a) Accrued and deferred income.
(b) Sinking fund and sinking fund reserve.
(c) Appropriated surplus and contingent reserves.
(d) Capital and net worth.
(e) Amortization and depreciation.
(f) Overhead and factory burden.
(g) Inventory and appraisal.

MINNESOTA STATE BOARD OF ACCOUNTANCY
EXAMINATION QUESTIONS

AUDITING
FRIDAY MORNING, MAY 15, 1931
(Ten of the twelve Questions)
Question 1.
You are making a balance-sheet audit of a partnership. To what
extent, if any, will you examine the "withdrawals" account of the
partners?
Question 2.
What auditing procedure is necessary in determining the proper
debits that have been or should have been made in depreciation reserve
accounts?
Question 3.
During 1930 the B Company disposed of 30,000 shares of its Class
A no-par common stock to the bankers at $15.50 a share. A prospectus
issued by the bankers advertised the stock as a new issue, the proceeds
of which, arising from the sale to the public, were to be applied by the
company in the acquisition of new fixed assets necessary in adding
certain products to its regular line of merchandise. The prospectus
stated further that the dividend rate had been established at $2.00 per
share per annum payable at intervals of six months.
You are auditing the books of the company ten months after the
issue had been sold to the public by the bankers at an average price of
$24.00 per share. No dividend has been declared or paid on the stock
and a statement of application of funds reveals that more than $150,000.00 of the proceeds had been applied to the payment of dividends in
arrears on certain 7% $100.00-par-value preferred stock, that the bal
ance had been applied in the payment of past-due accounts of trade
creditors from whom merchandise had been purchased, and that no new
equipment had been acquired.
Do these facts demand any qualifications on the balance sheet or
in your certificate?
Question 4.
In the earned surplus account of the C Company you find that
during the year 1930 the following debits had been made:
(5)
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Damages paid in settlement of suit on patent infringement
covering period of five years
$125,265.00
Unabsorbed factory overhead due to plant shutdown for three
months, reduced floor space occupied and experimental
expense on prospective new product
45,872.61
Loss from replacement of defective parts on machines mar
keted in 1929
28,666.03
Total surplus debits

$199,803.64

The president of the company has asked you to omit these deductions
from your statement of profit and loss owing to the small profit for
the year and because preliminary reports of profits have already been
sent out to stockholders. What would be your attitude?
Question 5.
What would you expect to find of value in a balance-sheet audit
in the minutes of the meetings of directors and stockholders?
Question 6.
If no physical inventory at the end of the year is submitted to you
in support of book figures, would you feel justified in making an un
qualified certificate on a balance sheet for a large manufacturing com
pany which uses a standard cost system in its factory—a system which,
in the course of your audit, you have determined to be accurately and
competently handled?
Question 7.
You find that the contingent assets of a company are in excess
of its contingent liabilities. An officer of the company argues that this
fact eliminates the necessity of displaying the contingent liabilities on
the balance sheet as heretofore. Do you agree?
Question 8.
The president of a certain manufacturing corporation is suspected
of inflating the profits of the company, due to the fact that his compen
sation is a percentage of net profit. Outline a number of methods by
which inflation might have been effected and state what steps you would
take to disclose them.
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Question 9.
On December 26, 1930, the L Company issued rights to its stock
holders permitting the owner of 10 shares of common to subscribe at
$90.00 to one share of 7% cumulative preferred on or before April 1,
1931, payment to be made April 15, 1931. Prior to the close of 1930,
55 shares had been subscribed through the exercise of rights and at
the date of your audit (in March, 1931) 322 additional shares had been
subscribed. Should any of these facts be given expression on the
balance sheet of December 31, 1930?
Question 10.
On October 1, 1927, the Brown Corporation issued 6½% serial
first mortgage bonds for $750,000.00. A covenant in the indenture
provides for the retirement of $25,000.00 on September 30, 1928, and
$25,000.00 on September 30 of each of the succeeding four years; there
after $50,000.00 annually until September 30, 1937, when the balance
matures. Bond discount and expense charged on the books when the
bonds were issued were $51,285.20 which included 2,000 shares of Class
B no-par stock with a stated value of $5.00 per share paid to the
underwriters. In the course of your audit of the corporation's books
on December 31, 1930, you find the unamortized bond discount balance
on the books to be $35,617.53. What is your opinion as to the way this
expense has been handled and what, if any, adjustment would you make?
Question 11.
Where you find no voucher system nor purchase journal in which
purchases can be recorded as incurred, what precautions would you
take to make sure that all liabilities have been recorded?
Question 12.
While making an audit of the Van Dyne Company for the year
ending December 31, 1930, you discover in the minutes of the Board of
Directors dated January 2, 1930, a declaration of a 50% stock dividend.
No record of such dividend has been made on the books of the com
pany, but reference to the stock book reveals the fact that the new
shares have been issued, and, according to the books, cash dividends of
6% have been paid on the entire issue during the year. On December
31, 1930, the net worth accounts before adjustment may be summarized
as follows:
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Capital stock—2,000 shares authorized, 1,000 shares
issued prior to 1930; par value, $100.00 each....
Surplus—
Arising from appraisal of equipment in 1928....
Earned—
Balance—January 1, 1930
Profit for the year ending December 31,
1930

Less—Dividends paid

$100,000.00
76,500.00
$24,530.18
17,589.26
$42,119.44
9,000.00

33,119.44
$209,619.44

How would you reflect the action of the Board of Directors on
balance sheet?

MINNESOTA STATE BOARD OF ACCOUNTANCY
EXAMINATION QUESTIONS

COMMERCIAL LAW
FRIDAY AFTERNOON, MAY 15, 1931
NEGOTIABLE INSTRUMENTS
Question 1.
M gives his promissory note to P, containing following provisions:
(1) It is payable "on or before ninety days from date";
(2) It recites that M has deposited certain securities (naming
them) as collateral, and that if such securities decline in
value, the holder may call for additional collateral, and in
default of same being furnished, the holder has the option
of declaring the note immediately due and payable.
(3) It also provides that if any person procures a judgment
against M, the holder may declare the note immediately
due and payable.
(4) The note provides that if the note is not paid at maturity,
the maker appoints John Doe as his attorney to appear
in court and confess judgment against him for any
amount that may appear to be due on the note.
Do any of these provisions destroy negotiability? Discuss.
Question 2.
X appears in M's office with a bill against M, which is owing to Y.
X represents that he is Y. M draws a check payable to bearer and
hands it to X. A few days later M discovers the fraud and orders the
bank to stop payment. Twenty days after the date and issue of the
check, X, still representing himself to be Y, indorses in blank Y's name
on the check and sells it for value to Z. The check does not clear on
account of the stop order, and Z sues M.
M's defenses are:
(1) Y's indorsement is a forgery
(2) A check 20 days old is overdue, therefore Y is not a holder
in due course.
Is either defense good? Why?
Question 3.
M, desiring to borrow money from P on his note, is informed that
he must get someone to sign his note with him. M asks B to do this
(9)
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and B indorses his name in blank on the back of the note, and the note
is thereupon delivered to P. The note being unpaid at maturity, P neg
lects to present it to M for payment. Afterwards P sues B. Has B any
defense? What is B called?
Question 4.
Define a holder in due course. When does it become a material
question whether a holder is a holder in due course? State which of the
following defenses are good, and which not, against a holder in due
course:
(1) Forgery of signature of party sued;
(2) Material alteration;
(3) Fraud in consideration;
(4) Duress;
(5) Usury not apparent on face of instrument;
(6) No consideration.
PARTNERSHIPS
Question 1.
Assuming that a judgment is entered against all the partners on
a partnership debt, can the judgment-creditor have levy made on the
personal assets of one of the partners when there are firm assets
available for levy?
Question 2.
Jones contributes his time, Smith and Hansen each contribute
$2,500.00.
(1) Upon dissolution how shall the net capital assets be divided?
The surplus and accumulated profits? (There being no express pro
vision.)
Question 3.
In a partnership of accountants, one of them, without the others'
consent, orders an expensive income tax service. The others, learning
of the order, repudiate it, but the publishers of the service refuse to
consent to the cancellation. Is the firm liable? Why?
CORPORATIONS
Question 1.
E, one of the important employees of the X Manufacturing Co., is
sued in a personal m a t t e r . Judgment goes against him, and he decides

i i

to appeal. The law requires that in case of appeal, the appellant must
file a bond, with surety thereon, that in case his appeal fails, he and the
surety will be liable to pay the judgment below. E induces the X Manu
facturing Co. to become surety on this appeal bond. E loses the appeal,
and the X Manufacturing Co. is sued upon the appeal bond. Is it liable?
Question 2.
A state passes a law that any corporation of any other state, send
ing its traveling salesmen into the state to receive orders from cus
tomers, must comply with the foreign corporation law. Is this law
valid? Why?
Question 3.
The Directors of the X Corporation on June 1, 1930, declare a divi
dend of $2.00 per share, payable July 1, 1930, to stockholders of record
June 20, 1930. On June 15, 1930, the Board again meets and decides
that the former action was unwise, in view of business conditions, and
they vote to revoke the resolution of June 1, 1930. A stockholder brings
suit to recover his dividend. Can he recover?
Question 4.
Answer following questions, yes or no, with short comment:
(1) Does preferred stock vote if charter is silent on that point?
(2) If three partners holding respectively 1/6, 1/3 and ½interest
in firm, incorporate, retaining same interests, does their voting power
continue as before?
(3) Can a director vote by proxy?
CONTRACTS
Question 1.
A. B. enters into a contract to work for C. D. A. B. has certain
machinery which he has used in his former employment. It is agreed
in the contract of employment that C. D. has an option to purchase
this machinery within a specified time "at a fair price." C. D. after
wards notifies A. B. that he has decided to exercise his option. A. B.
replies that the machinery is not for sale. Is there a valid contract for
the sale of this machinery? Why?
Question 2.
A, a traveling salesman, having the usual authority of a traveling
salesman, receives an order from B, upon a blank furnished by A. This
blank contains the provision that all orders are not subject to counter-
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mand. A transmits the order to his principal, P. The following day,
before P has taken any action on the order, B wires to P that he has
cancelled his order. P wires back that he will not accept the cancella
tion. B replies that he will stick to his cancellation. P sues B. Has
he any case? Why?
Question 3.
D calls together his creditors, and announces that on account of
his unfavorable financial situation he will have to offer them a compo
sition of 60c on the dollar. After some discussion about D's affairs, all
the creditors consent except X who states that under no circumstances
will he accept less than full payment of his claim. The other creditors,
20 in number, whose claims far exceed X's claim in amount, vote to
accept the composition agreement and it is signed by D and by all credi
tors except X.
(1) Can the majority creditors compel X to accept less than full
payment?
(2) Supposing that all claims are certain in amount and undis
puted, is there any consideration for the release of the 40% as to those
creditors that signed?
(3) Assuming that D misrepresented his financial situation, could
the assenting creditors repudiate the agreement?
(4) Assuming that at the time of the offer by D he was fairly
certain of landing a big contract that would put him on his feet finan
cially, but did not disclose this probability, and that after the settle
ment he actually got the contract, would this failure to disclose con
stitute fraud entitling the creditors to repudiate the settlement?
Question 4.
O writes A, offering A a certain machine for $1,000. His offer ends:
"Your acceptance of this offer may reach me any time within the next
ten days." A answers within two days that he will give $900. O makes
no answer. Hearing nothing from O, A, fearing loss of the deal, writes
to O, within the ten days: "Have decided to accept at $1,000." Still O
does not respond. A sues O. Is there a contract? Explain.
BANKRUPTCY
Question 1.
Distinguish between "voluntary bankruptcy" and "involuntary
bankruptcy." How much must a debtor owe to be made an involuntary
bankrupt; a voluntary bankrupt?
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Question 2.
What is "insolvency" according to the bankruptcy law?
Question 3.
Debtor goes into bankruptcy. Has in his business: (1) goods sold
to him by A under conditional sale, same not being recorded as required
by the State law to be good against creditors; (2) goods consigned to
him by B, i. e. delivered to him to be sold, and if not sold returned; (3)
goods sold to him on general credit by C, same being not yet paid for.
Does trustee take title to (1), (2), (3)?
FEDERAL INCOME TAX
Question 1.
How are cash, property and stock dividends to be disposed of for
income tax purposes when received by individuals and corporations?
Question 2.
Certain trusts and estates are taxed to the trustee while in other
cases the beneficiaries are subject to tax. Outline briefly the circum
stances under which the incidence of the tax differs.

MINNESOTA STATE BOARD OF ACCOUNTANCY
EXAMINATION QUESTIONS

Practical Accounting
THURSDAY AFTERNOON, MAY 14, 1931
(Four of the five Problems)
Problem 1.
Following is a trial balance at December 31, 1930, of the MitchellBryan Construction Company which was incorporated in 1930. The
trial balance, prepared by the bookkeeper, does not balance by $100.00,
and you have been asked whether the cause of the difference can be
located by an inspection of the trial balance. The only items known to
be correct are the cash balances shown to be in the bank and in the
working fund.
Analyze the trial balance, showing the sources of the postings in
each account, and point out the various possible explanations of the
error.
Account
Cash in bank
Working fund Accounts receivable
.....
Marketable security
Supplies
__
Work in process
Trucks, tools and implements
Reserve for depreciation on trucks, etc.
Bank loan
Accounts payable
Deferred billing on work in process
Capital stock
Interest received
Sales
Cost of sales
.
Administrative expense
Totals

-

Debit
$627,980.18
25,286.44
468,801.05
50,000.00
38,965.02
413,577.88
31,637.25
10,000.00
353,503.10
48,962.28

Credit
$438,889.54
23,698.35
252,730.18
23,745.33
293,471.80
13,468.72
75,000.00
463,165.32
132,476.40
300,000.00
250.00
385,286.93

293,471.80
39,897.57
.$2,402,082.57

$2,402,182.57

Problem 2.
From the data submitted below, prepare a balance sheet at De
cember 31, 1930, and a statement of profit and loss for the year ending
on that date.
Alfred Murray and Frank Ryan purchased a piece of unimproved
property in 1928, each contributing $200,000.00 cash as his share in
the cost of $400,000.00. They decided to erect immediately an apart
ment hotel, which would be transferred upon completion to a proposed
cooperative venture to be known as Clearview Apartment Hotel Corpo
ration.
Murray and Ryan entered into a trust agreement whereby Murray,
as trustee for the two promoters, took title to the land at a value of
(15)
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$400,000.00 and arranged with his banker for a loan of $3,000,000.00,
secured by the land and the proposed building, the latter to cost not
less than $2,500,000.00. The indebtedness was to be evidenced by
20-year 6% gold bonds dated July 1, 1929, with interest payable semi
annually. He engaged French and English, architects, to design and
supervise the construction of the hotel.
On July 1, 1929, the Clearview Apartment Hotel Corporation was
organized with a capitalization of 15,000 shares of common stock having
a par value of $100.00 each, Murray, as trustee, subscribing for the
entire 15,000 shares.
The building was finished December 31, 1929, and on that date the
net equity (land and building, less the mortgage bonds) was trans
ferred to the Clearview Apartment Hotel Corporation as payment for
the 15,000 shares of stock, an entry being made on the trustee's books
on that date as follows:
Hotel stock
Capital
To record
Hotel

to be sold
$1,500,000.00
stock
receipt of 15,000 shares of Clearview Apartment
stock.

$1,500,000.00

The architects agreed to accept, in lieu of a fee, 15% of the total
net earnings of the trustee. In computing profits accruing to the archi
tects from the sale of stock, the land acquired by the trustee for $400,000.00 is to be valued at $500,000.00. Any sums credited to the account
of the architects are to be considered distributions of profits and not
elements of expense or cost of construction.
The trustee's books were not closed at December 31, 1929, and trial
balances at that date and at December 31, 1930, were as follows:
Particulars

December 31,
1929
1930

Debit b a l a n c e s :
Cash in bank
Construction costs
$2,563,819.33
Land
400,000.00
Mortgage fund
31,954.30
Expenses paid in connection with sale of Clearview Apartment Hotel stock
Bond discount
300,000.00
Interest paid
90,000.00
Financial expenses in connection with bond
issue
22,643.18
Hotel stock to be sold
1,500,000.00
French and English
15,000.00
N e t equity in real estate
N o t e s receivable
Stocks and bonds
General expense
Discount on sale of hotel stock

Totals

4,923,416.81

$3,669.34
2,563,819.33
400,000.00

146,318.92
300,000.00
180,000.00
22,643.18
462,000.00
45,000.00
176,818.00
207,612.50
100,287.44
10,382.19
92,800.00
4,711,350.90
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Credit b a l a n c e s :
Capital stock
Mortgage payable
Interest earned
Alfred Murray
Frank R y a n

$1,500,000.00
3,000,000.00
23,416.81
200,000.00
200,000.00

$1,500,000.00
3,000,000.00
31,350.90
90,000.00
90,000.00

Totals

4,923,416.81

4,711,350.90

During the course of your audit the following additional informa
tion is obtained by you:
(1) The trustee agreed to pay the interest on the mortgage from
January 1, 1930, to June 30, 1930.
(2) All sales of stock were credited at par to the "Hotel stock to
be sold" account. An analysis of stock sales for 1930 is as follows:
Particulars

Amount
$1,038,000.00
92,800.00

P a r value of stock sold
Discounts allowed
Net

sales

945,200.00

Paid for in cash and other assets as f o l l o w s :
Cash at time of sales
Stocks and bonds, at market price when received
N e t equity in miscellaneous real estate
N o t e s receivable

$289,400.00
73,392.13
164,318.00
418,089.87

Total

945,200.00

(3) Cash received on notes in 1930 amounted to $183,582.06.
(4) On December 18, 1930, notes receivable totaling $26,895.31
were paid in stocks and bonds having a market value of $25,500.00.
These securities are included in the trial balance dated December 31,
1930.
(5) The net equity in miscellaneous real estate is composed of the
following:
Particulars
Book value of land
Mortgages payable

Property A
$220,318.00
100,000.00

N e t value set up on books at time
above properties were a c q u i r e d . . . $120,318.00
P a y m e n t s on m o r t g a g e s during 1930
10,000.00
N e t equity per, books December 31,
1930

130,318.00

Property B
$74,000.00
30,000.00

Total
$294,318.00
130,000.00

$44,000.00
2,500.00

$164,318.00
12,500.00

46,500.00

176,818.00

(6) An appraisal of the above properties reveals that at the date
of acquisition they had the following fair market values, before deduct
ing the mortgages unpaid:
Property A
Property B
Total

$190,000.00
40,000.00
230,000.00
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Depreciation on these properties in 1930 may be disregarded.
(7) In order to induce certain noteholders to pay promptly, the
trustee on December 15, 1930, agreed to allow a discount of $4,000.00
and these notes were paid in January, 1931, on that basis.
(8) All disbursements in 1929 were made from the mortgage fund
and the balance at December 31, 1929, was paid to the trustee early in
1930.
(9) The market value of stocks and bonds at December 31, 1930,
was $122,418.32 and the accrued interest on notes receivable and on
bonds amounted to $2,481.26.
(10) Unrecorded liabilities at December 31, 1930, were as follows:
Stock sales expense
General expenses

$5,683.21
816.32

Total

6,499.53

(11) No profit, realized or deferred, is to be shown as arising at
the time of the exchange of the hotel property for capital stock.
(12) No income tax liability will arise to the trustee.
Problem 3.
Mason Mfg. Co. and Pelham Sons, Inc., decided on April 30, 1931,
to combine their interests in a single company to be established under
the laws of the State of Delaware for that purpose and to be called
Mason-Pelham Company. You are called upon to prepare a balance
sheet of the new company.
Balance sheets of the two companies on the date of the consolida
tion were as follows:
Assets
Cash
Receivables, net .._
Inventories
Land
Machinery and equipment, net
Goodwill, acquired with stock
Total assets
Liabilities and net worth
Accounts payable
Accrued income tax
Mortgage bonds
Common stock
Revaluation surplus
Earned surplus
Total liabilities and net worth

-

Mason
Mfg. Co.
$147,965.75
189,660.67
386,200.27
140,000.00
895,609.82
500,000.00

Pelham
Sons, Inc.
$95,456.45
57,720.53
652,429.51

$2,259,436.51

$1,158,333.23

$45,475.38
38,916.20
100,000.00
1,000,000.00
354,259.13
720,785.80

$131,216.21
7,843.12

$2,259,436.51

$1,158,333.23

352,726.74

500,000.00
519,273.90
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The following points should be duly considered in the preparation
of the balance sheet:
(a) Receivables of the Mason Mfg. Co. include $56,708.33 due from
Pelham Sons, Inc., the corresponding account payable on the latter's
statement being $54,505.84. The difference is due to a claim for defective merchandise which the Mason Mfg. Co. now admits to be just.
(b) In the raw material inventory of the Mason Mfg. Co. are items
purchased from Pelham Sons, Inc., for $23,865.74, on which the latter
company has taken a gross profit of 40%, and other items totaling
$256,435.76 representing replacement parts on discontinued lines which
it is agreed should be depreciated 25%.
(c) The revaluation surplus of $354,259.13 arises from an appraisal made as at April 30, 1929, by the Representative Appraisal
Company, $100,000.00 having been charged to land and the balance to
machinery as follows:
Particulars
Machinery account
Reserve for depreciation
Net value

Per books
$1,006,141.64
....
364,790.95

Appraisal
$1,207,737.99
312,128.17

Difference
$201,596.35
52,662.78

$641,350.69

$895,609.82

$254,259.13

The appraisal included in cost of reproduction new and accrued
depreciation, certain patterns, tools and dies as being fully depreciated
and amounting to $153,521.22. These items had cost $105,500.00 and it
is now agreed that the figures should be revised to reflect such cost,
together with accrued depreciation at 50% rather than the 100% appearing in the appraisal. It was also discovered that the appraisal included certain items which had erroneously been charged off as expense
in 1925 and which had cost $10,500.00 in that year. On the lastdescribed item depreciation at 10% per annum would have been accumulated for 5 ¼ years.
(d) The fixed assets of Pelham Sons, Inc., were informally appraised by officials of both companies as follows:
Particulars
Machinery and equipment
Reserve for depreciation
Net value

Per books
$528,625.44
175,898.70

Appraisal
$629,698.51
190,217.18

$352,726.74

$439,481.33

It was agreed that these figures should appear on the records and
statements of the new company.
(e) The new company will have but one class of stock: No-par
common which will be issued against the net values of the tangible
assets, as above described, on the basis that each share of new stock is
worth $5.00, remaining amounts less than $5.00 to be disregarded. In
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addition the two companies will receive shares (equal together to the
total already issued) in the ratio of 2 shares for the Mason Mfg. Co. to
1 share for Pelham Sons, Inc., as the purchase price of their earningproducing abilities. Your opinion has been solicited on the latter point.
Should "capitalized earning power" be set up on the new balance sheet
to off-set the shares issued against the earning power of the two enter
prises? You are informed that the laws of the State of Delaware re
quire no minimum paid-in value.
Problem 4.
From the following information prepare a statement of application
of funds for B Company which reflects, among other items, the increase
or decrease in working capital:
Assets
Cash on hand
Bank deposits
Accounts receivable
Plant and equipment
Prepaid expenses
Inventories
Notes receivable —
Goodwill
Deferred bond discount
Investments

—

—
—-

Total assets
Liabilities and Net Worth
Capital stock (no-par value)
Earned surplus
Bank loans
Trade notes payable
Accruals
Current portion of mortgage payable
Mortgage on plant
Reserve for bad debts
Reserve for plant depreciation
Bank overdraft
Accounts payable .
Total liabilities and net worth

March 31
1930
1931
$500.00
$1,000.00
7,489.60
68,531.08
93,856.29
198,215.83
224,582.60
1,650.26
1,765.41
106,418.31
111,307.26
22,052.14
18,998.33
35,600.00
2,460.52
2,003.15
10,000.00
12,500.00
$452,917.74

$466,013.04

...$210,561.78
52,027.09
5,500.00
12,365.50
3,259.68
2,000.00
57,000.00
2,621.73
65,845.32
41,736.64

$234,311.78
21,209.12
7,500.00
10,472.39
4,465.82
3,000.00
54,000.00
2,541.18
84,723.90
3,750.10
40,038.75

$452,917.74

$466,013.04

During the year B Company purchased the equipment of a small
competitor, a price of $31,148.27 being agreed upon, of which the vendor
company accepted, as part payment, 2,375 shares of B Company stock
at a value of $10.00 per share.
On March 31, 1931, old equipment which cost $4,781.50 was
scrapped and written off the books. Accrued depreciation on this
equipment was $3,520.19. The loss was included in the profit and loss
for the year,
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Profit and loss included a total of $22,398.77 charged to deprecia
tion of equipment.
Minutes of the Board of Directors on January 1, 1931, authorized
the payment of a dividend of $75,000.00 which was paid February 1.
They also authorized the write-off of good-will against earned surplus.
Other than the charge authorized by the Board of Directors, the
only adjustment made to surplus was the addition of net profits for the
year.
In your solution regard prepaid expenses as current assets.
Investments represent bonds of a company holding 65% of B Com
pany stock and mature in 1945.
Problem 5.
From the following information, taken from branch and home office
books, prepare for the year ending December 31, 1930:
(1) Statement of gross profit which should indicate the gross profit
earned by the branches, home office and the combined gross profit after
deducting commissions.
(2) Statement of cost of sales.
The home office makes shipments to branches and dealers and bills
both at a figure which is 120% of factory cost less 10% for com
missions.
The entry on home office books on shipments to dealers is as
follows:
Debit—Accounts receivable at net billing price.
Debit—Commission expense at 10% of gross billing price (120%
of factory cost).
Credit—Sales at gross billing price.
At the same time inventory is credited and cost of sales charged at cost.
When shipments to branches are made the following entry is made:
Debit—Branch at net billing price.
Credit—Inventory at factory cost.
Credit—Reserve for profit in branch inventories.
Periodically, the branch advises the home office of the number of
units sold by them and this information is used to make the following
entry:

22
Debit—Cost of sales at factory cost.
Debit—Reserve for branch profit in inventories.
Debit—Commission expense at 10% of gross billing price to
branch.
Credit—Sales at gross billing price.
The net billing price to branches and dealers was found to be
$108.00 per unit.
The inventory in units of the home office at December 31, 1930,
was as follows:
On hand—January 1, 1930
Manufactured during 1930

1843
8150

9993

Shipments to branches
Shipments to dealers

3632
4061

7693

On hand—December 31, 1930

2300

When the branches received shipments from the home office they
charged inventory at net billing price of $108.00 per unit and credited
home office. As sales are made the branch makes the following entry:
Debit—Accounts receivable at selling price.
Credit—Sales.
and
Debit—Cost of sales at $108.00 per unit.
Credit—Inventory at $108.00 per unit.
The units in branch inventory at December 31, 1930, were de
termined as follows:
On hand—January 1, 1930
Received from home office in 1930

761
8632

Total
Sales at $150.00 per unit

4393
3891

On hand—December 31, 1930

502

The cost of production in 1929 and 1930 was uniform; the reserve
for profit in branch inventories had a credit balance of $6,088.00 on De
cember 31, 1929.

